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TO OUR SHAREHOLDERS: 


It is hard to believe that 35 years ago, | was the well site geologist on the Kotaneelee discovery 
well and that the field has only been in production for 7 years. It is even harder to believe that your small 
company had to file a lawsuit in 1990 against some of the largest oil and gas companies in the world to 
bring the field into production, and that the litigation has been ongoing for 8 years. 


The whole process has been enormously frustrating for you, the shareholders, and for the 
directors and employees of the Company. The decision to commence the litigation was made because 
there was no other alternative in dealing with the working interest partners. | can tell you from personal 
experience that there is a great deal of stress and little pleasure in the litigation experience, but at least it 
has produced some results. 


Although we have not achieved all of our objectives, the field has produced for 7 years at rates 
close to those predicted and with over $100,000,000 worth of gas produced from only two wells. Over 
$20,000,000 has been credited to the Company’s share of the carried interest account. We feel that this 
return on the investment of legal costs would today be considered reasonable for an oil and gas property. 
Without the litigation, we do not believe that the field would be in production today. 


While this is a major achievement, the Company should also be compensated for the excessive 
costs charged to the carried interest account when the field was placed on production. The Company 
must ensure that the field remains in production, as long as it is profitable. In addition, we want. to ensure 
that there is further development and exploration of the Kotaneelee structure. In this connection, based 
on newly obtained evidence, the Company has a motion pending to add a claim against the defendants to 
the effect that they also failed to develop the field in a timely manner. 


The Kotaneelee field is presently the Company’s major asset, and its largest financial burden in 
building the Company. For the year 1997, the Company’s net loss was $1.8 million, or $.12 a share, 
compared to a net loss of $1.5 million, or $.11 per share, in 1997. Oil and gas sales were up 56% and 
33%, respectively, due to the Company’s ongoing exploration and development program. Although the 
Company has been active in various exploration areas, as is discussed in the attached Form 10-K, these 
activities have been constrained by the litigation costs which totaled $1.8 million in 1997. 


We greatly appreciate the patience of the shareholders, as the Company struggles to obtain a fair 
return on its Kotaneelee investment. The litigation has lasted much longer and been much more 
expensive than we expected. The Board of Directors, nevertheless, remains committed to pursuing this 
litigation to a successful conclusion. 


On a personal note, Mr. Charles J. Horne resigned as a Director of the Company as a result of ill 
health. For many years, Chuck was President and was involved in the Company from its inception in the 
early 1950's. We wish him better health in the future and appreciate the contribution he has made to the 
Company. 


Respectfully submitted, 


Calgary, Alberta M. Anthony Ashton 
April 22, 1998 President 
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PART | 
Item 1. Business 


The nature of Canada Southern Petroleum Ltd.’s (the “Company” or “Canada 
Southern”) business is described at Item 1(c) herein, and a description of its principal oil 
and gas properties in Canada appears in Item 2 herein. For additional information 
regarding the development of the Company’s business, see “Properties” and 
“Supplemental Information on Oil and Gas Activities”. 


(a) General Development of Business 


Yukon Territory - The Kotaneelee Field 


The Company's principal asset is a 30% carried interest in the Kotaneelee gas 
field located on Ex-Permit 1007 (31,888 gross acres or/9,566 net acres) in the extreme 
southeastern corner of the Yukon Territory. This partially developed field is connected to 
a major pipeline system. Two wells have been completed to date that are capable of an 
estimated output of in excess of 60 million cubic feet per day, the capacity of the field 
dehydration plant. Present production is approximately 40 million cubic feet (“mcf’) per 
day. The operator is Anderson Exploration Ltd., which acquired all of Columbia Gas 
Development of Canada’s interests. See “Legal ‘Proceedings ” for a discussion of the 
Kotaneelee Litigation concerning this asset. 


Production at Kotaneelee commenced in February 1991. According ' to 
government reports, total production in billion cubic feet (“bcf’) from the Kotaneelee gas 
field since 1991 has been as follows: 


Calendar Year » Production (bcf) 
1991 8.1 
1992 non 18.0 
1993 Ted 
1994 16.7 
1995 15.7 
1996 15:2 
1997 14.4 


In a 1989 application to the National Energy Board, a reserve study by the 
operator estimated total gas in place at 1.6 trillion cubic feet with proved and probable 
recoverable reserves of 781 BCF.. 7) 


- At present, the Company does not receive any cash payments from production but 
is credited with 30% of the gross revenues until a like percent of the working interest 
costs, exclusive of any interest expense, are recovered by the operator. The Company 
will not receive any payment from production revenues until its share of the working 
interest costs are recovered. When the deferred costs are recovered, 30% of gross 
revenues (net of gross overriding royalties) less 30% of current working interest costs will 
be paid to the Company. Gross. overriding royalties amount to 10% to the Canadian 
Federal government and 4.06% to certain individuals. The operator has reported to the 
Company development costs totaling approximately $88,043,000 and, of that amount, 
approximately $19,807,000 (Company share $5,942,000) remained to be recovered at 
December 31, 1997. The Company has contested the amount of costs that have been 
charged to the carried interest account. It is estimated that the Company will not begin to 
receive proceeds from the Kotaneelee gas field before the year 2000, based upon a price 
of $1.39 per mcf (average 1997 price) and current production rates. The period before 
payment to the Company begins may be shorter or longer, depending on prevailing 
market conditions and the results of the Kotaneelee Litigation. 


British Columbia Properties 


The Company’s major source of income is from oil and gas fields in northeast 
British Columbia. These fields, developed in the 1950’s and 1960's, produce revenue 
through both working and carried interest agreements. The major working interests in 
these fields are operated by Canadian Natural Resources Ltd. (“CNRL”). Petro Canada 
had been the primary operator of the Company’s carried interest lands in British 
Columbia. 


In addition to the producing properties, since 1988 the Company has acquired a 
number of leases in northeast British Columbia by participating in British Columbia land 
sales. To date five wells have been drilled on the lands resulting in three oil discoveries 
and two dry holes. Currently, the Company is defining the prospects by geophysics. 
Work completed to date indicates that seven of the prospects justify drilling. The 
Company estimates that the drilling costs (excluding completion costs) of the seven 
prospects would be $1,625,000. However, as most of these wells would be wildcat wells 
(exploratory wells), the Company plans to reduce its risk by selling or farming out part of 
its interest. The timing of the drilling is dependent on the availability of funds and the 
Company anticipates that its average net cost per well (assuming a farmout or sale) 
would be approximately $75,000, or a total of $525,000, for drilling and completion costs. 


The Company’s main producing properties are located in the Peejay fields in 
British Columbia. Although these fields have been producing for over 20 years, there is 
still the potential for additional exploration and development. The 1993 sale of the field by 
the majority owner and the appointment of a new operator resulted in new field activity. 
The most recent developments have included new work programs in the West Peejay 
and Peejay Unit #3 areas, as well as, the nearby Beaverdam area. 


At West Peejay a water flood was initiated in 1997 and three wells were drilled 
resulting in three new oil wells and one existing well was converted to a water injector. 
This will increase the allowable production in the field from 359 bpd to 503 bpd. = 
Company has an approximate 14% interest in the oil and a iinet 


The: Peejay Unit #3 in which the Company has a 10.18% interest has been 
declining for several years and the operator has proposed producing part of the gas cap 
concurrent with the oil production. One development well was drilled in 1997 and is now 
producing oil. 


In the Beaverdam area the operator has indicated plans to drill additional wells to 
follow up the 3 wells drilled in the 1993/1994 winter drilling season. 


As of December 31, 1997, the Company held approximately 18,732 gross acres 
(4,434 net acres) in this area. The Company owns interest in the following units: © 


Unit Company 


Acreage % 
Peejay Unit #1 4,529 3.1643 
Weasel Unit #2 1,569 15.4136 
Peejay Unit #3 5,923 10.1775 


The Company also holds interests in 10 oil wells (2.64 net wells) and 10 gas wells. 
(2.28 net wells) not included in the above units. The Company estimates that the capital 
costs for its interests in the West Peejay field will aggregate approximately $200,000 for 
1998. 


In the Paradise area, one well that was drilled and completed as an oil well in 1997 
proved to be non-commercial. Another oil well, which was drilled under a farmout 
arrangement, is currently suspended. An additional farmout well oa was drilled in late 
1997 has been plugged and abandoned. 


The Company also has interests at Buick Creek, Wargen and Siphon. The Siphon 
and Wargen fields have new operators. As these properties are held under the carried 
interest agreements, the Company is not aware of any proposed exploration and 
development plans for these properties, but anticipates the change of operator will cause 
new work to be done. In late 1997, there was activity in the Siphon field, but the 
Company has no information on the results. 


Arctic Islands 


~ As of-December 31, 1997, the Company held working interests in 45,100 gross 
acres (1,817 net acres) and carried interests in 133,260 gross acres (37,255 net acres) in 
the Sverdrup Basin, located in the Arctic Islands. -The Hecla, Whitefish, Drake Point, 
Roche Point, Kristoffer, Romulus and Bent Horn fields have been designated significant 
discovery lands (“SDL” ) by the; Federal Government. The Company's interests in the 
SDL's have been retained pending development. 


| Panarctic Oils Ltd. ("Panarctic'), the operator, received Federal government 
regulatory approvals for a-pilot project to move shipments of crude oil from the Bent Horn 
field by tanker through the Northwest Passage to southern Canada in 1985. Through 
December 31,,1996, approximately 2.7 million barrels of Bent Horn crude had been sold 
with deliveries being made at northern Canadian and European markets as well as the 
eastern seaboard market. In 1996, the operator decided to shut down production from 
the field.and dismantle the production: facilities because of economic uncertainties. The 
Company has a 5% carried interest in the area which has not yet reached payout status. 
The timing of any payout is uncertain. 


Northwest.Territories Properties 


The Company has a 45% carried interest in the Northwest Territories in the 
Celibeta field designated as. Significant Discovery Lands (“SDL”) by the Federal 
Government (1,594 gross acres and 717 net acres). The gas field is presently shut-in. 


Alberta 


In 1997, the Company participated in 19 wells on the Alberta lands which resulted 
in 11 oil wells, 4 gas wells, 2 water disposal wells, 1 suspended well and 1 dry hole. 


In 1994, the Company purchased a 5% working interest in the Kitscoty heavy oil 
field and the related facilities.. Oil recovery from this field is being enhanced by steam 
injection. Two-horizontal holes were drilled for production with the steam being injected 
through vertical holes. 


In 1996, the Company purchased an additional 5% working interest in the Kitscoty 
field. Three more wells were drilled in 1996, two horizontal wells and one vertical well. All 
the wells encountered oil and were completed as oil wells. One well also discovered 
three potential gas zones which will be evaluated for future use as fuel for the steam 
generation needed to enhance the oil production. Scheduled remedial work programs 
have been postponed pending an increase in the current low netbacks on heavy oil. 
Additional work at the new Lloydminister heavy oil discovery at 16-2-51-2 W4M has also 
been postponed for this reason. 


During 1997, the Company joined in drilling 11 additional horizontal wells to 
develop a glauconite heavy oil (14° API) project in the Atlee/Majestic area. A multitude of 
production problems occurred which caused numerous delays. By year end, although 
only 8 of 13 wells were’ on-stream, the field’ was producing 1,000 bpd. In addition, the 
Company participated in two stratigraphic tests to calibrate and verify the 3D seismic. 
These wells were later completed as water disposal wells. New production facilities are 
scheduled for completion in April 1998 which should resolve the current impel 
problems. 


At year end, the Company and its partner, Probe Exploration, Inc., were 
negotiating to purchase additional prospective lands in the Sa area. 


At Leduc in 1996, three wells were drilled of which two. were Binsteléen as oil and 
‘gas wells and one well was a dry hole. One well encountered two potential producing 
zones and is currently producing at the allowable rate of 68 bpd. The Company has a 
15% working interest in these wells. In 1997, a three well program resulted in 2 gas wells 
and 1 dry hole. The two gas wells were recently tied in at 1 Mmcf/d each. 


The Company also acquired a 10-20% working interest in over 12,000 acres in 
four other areas of Alberta. These lands were purchased ‘on the basis of seismic work 
which showed a number of promising prospects. Subsequently, additional seismic work 
has confirmed the potential of those prospects. One was drilled in 1997 and completed 
as a potential gas well. A second well was drilled in early 1998 and completed as an oil 
well. = | TI SEGVGs 


In Alberta, the Company currently has working interests ranging from 10% to 
100% in a total of 5,690 aloes: na net) Oe eae acres and 31,514 gross (7,989 net) 
undeveloped acres. 


Saskatchewan 


The Company has a 3.75%. working interest in five sections in Saskatchewan. 
During 1997, three wells were drilled on the lands resulting in 2 dry ‘holes. and pain 
gas well. 


Australia 


Effective November 1, 1997, the Company sold its 08% working, interest ‘in 
115,596 gross (90 net) acres in the Amadeus Basin in the Northern Territory in Australia 
for $3,000 to Magellan Petroleum Australia Limited (“MPAL”). . Because. of the. limited 
potential of the only remaining property, the Dingo gas field, the interest was written down 
to. a nominal value in 1992. The Dingo gas field is a shut-in gas field which is not 
connected to a gas pipeline. 7 


United States 
Texas 


te In.1996. and 1997, the Company participated jin the drilling of 4 wells in Texas 
resulting in 4 potential oil wells: Two wells are shut-in pending remedial work and two 
wells are currently producing. Based on the results of these wells in which it has a 
relatively small interest, the Company has commenced a leasing program and has 
acquired 4 leases on which it plans to do seismic in 1998. The eile will have a 
100% working interest initially i in these leases. 


California 


During March 1998, the Company agreed to participate with two other companies 
in a heavy oil recovery project in California. The field is estimated to have approximately 
12 million barrels of oil in place with only 13% of the oil recovered to date. The initial 
purchase price for a 90% (75% APO) interest in the project is $200,000 (Company share 
30% - $60,000). There is also a commitment to spend $600,000 to perform remedial 
work on the field and to complete a pilot stream flood program during the first year of the 
project (Company share $180,000). If the total amount of expenditures is less than 
$600,000, the participants’ interests will be reduced proportionately to an amount which is 
not less than 10% (Company share — 3%). 


(b) Financial Information about Industry Segments 


Since the Company is primarily engaged in only one industry, oil and gas 
exploration and development, this item is not applicable to the Company. See Item 8 for 
general financial information concerning the Company. : 


(c) (1) Narrative Description of the Business 


The Company was incorporated in 1954 under the Canada Corporations 
Act. In 1979, it became subject to the Canadian Business Corporations Act and in 1980, 
was continued under the Nova Sg Companies Act. 


The conipanie is, yeuithrer' in its own right, or through other entities, engaged in the 
exploration for and ‘development of properties containing or believed to contain 
recoverable oil and gas reserves and the sale of oil and gas from these properties. 
Although many of the properties in which the Company has interests are undeveloped, all 
properties with proved reserves are partially or fully developed. The Company's interests 
in exploratory ventures are on properties located in Alberta, British Columbia, the 
Northwest Saskatchewan and Yukon Territories and the Arctic Islands in Canada and in 
the United States. A principal asset of the Company is its 30% carried interest in the 
Kotaneelee field, a partially developed gas field (See Item 3 - “Legal Proceedings”.) The 
Company also has interests in producing properties in British Columbia and Alberta. 


Most of this acreage is covered by carried interest agreements, which provide that 
revenues are not payable to the Company until expenditures by the carrying partners 
have been recouped from production, and that operating decisions are made by the 
carrying partners. Generally, the Company may, at any time, as to each block or 
economic unit, elect to convert from a carried interest position to a working interest 
position by paying its share of the unrecouped expenditures for the unit, i.e., expenditures 
not recouped from production revenues. At December 31, 1997, the Company's share of 
unrecouped expenditures were as follows: 3g 


British Columbia: 


Ex-permit 149 $3,186,000 
Yukon and Northwest Territories: 

Ex-permit 1007 (Kotaneelee)* $5,942,000 

Ex-permit 2713 (Celibeta) $321,000 


*See Item 3 - Legal Proceedings 


(i) Principal Products 


The majority of the Company’s interests are carried interests. 
The Company also participates in the production and sale.of crude oil, natural gas.and 
natural gas liquids derived from its working interests. 


(ii) Status of Product or Segment | 


At present, some of the properties in which the Company has 
interests are undeveloped and/or nonproducing. 


(iii) |§ Raw Materials 


Not applicable. 


(iv) Patents, Licenses, Franchises and Concessions Held 


Permits and concessions are important to the Company's 
operations, since they allow the, search for and extraction of any. oil;,gas and minerals 
discovered on the areas covered. See the detailed schedule of properties under Item 2, 
"Properties." 


(v) Seasonality of Business 


The Company's business is not seasonal, except that sales of 
natural gas peak during the winter heating season. Exploration and development 
activities are restricted in certain areas on a seasonal basis because extreme weather 
conditions affect transportation and the ability to pursue these activities. 
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(vi) Working Capital Items 
‘Not applicable. 
(vii) Customers 


Substantially all oil production from the Company's properties 
for the current year was purchased by CNRL, the operator of the majority of the 
producing properties. Most of the natural gas produced from Company properties was 
sold by the operator, Petro Canada, to a company owned by certain British Columbia gas 
producers, CanWest Gas Supply Inc. The production from the Kotaneelee gas field is 
also being sold to CanWest Gas Supply, Inc. 


(vill) Backlog 
Not applicable. 


(ix) Renegotiation of Profits or Termination of Contracts 
or Subcontracts at the Election of the Government 


Not applicable. 


(x) Competitive Conditions in the Business 


The exploration for and production of oil and gas are highly 
competitive operations, both internally within the oil and gas industry and externally with 
producers of other types of energy. The ability to exploit a discovery of oil or gas is 
dependent upon considerations such as the ability to finance development costs, the 
availability of equipment, and engineering and construction delays and difficulties. The 
Company must compete with companies which have substantially greater resources 
available to them. Because the majority of Company interests are in remote areas, 
operation of its properties is more difficult and costly than in more accessible areas. 


Furthermore, competitive conditions may be _ substantially 
affected by various forms of energy legislation which may have been or may be proposed 
in the United States and Canada; however, it is not possible to predict the nature of any 
such legislation which may ultimately be adopted or its effects upon the future operations 
of the Company. For a further discussion of Canadian governmental regulation of the 
petroleum industry, see Item 1(d)(2). 


(xi) - Research and Development 


Not applicable. 


th 


(xii) | Environmental Regulation 


In the exploration for and development of natural resources, 
the Company is required to comply with significant environmental laws and regulations 
which add to the expense of those activities. The Company has not been required to 
spend significant sums to comply with clean up laws and regulations. Compliance by the 
Company with governmental provisions regulating the discharge of materials to the 
environment or otherwise relating to the protection of the environment are not expected to 
have a material effect on the capital expenditures, earnings or competitive position of the 
Company. 


(xiii) . Number of Persons Employed by Company 


The Company currently has three full time employees, all of 
whom are located in Canada. The Company also relies to a great extent on consultants 
(approximately 10) for technical, legal; accounting and administrative services. The 
Company uses consultants because it is more cost effective than employing a larger full 
time staff. 


(d) Financial Information about Foreign and Domestic Operations 
and Export Sales | ay 


(1) Identifiable Assets 


Substantially all of the Company's operating assets and revenues 
are attributable to its operations in Canada. 


(2) Risks Attendant to Foreign Operations 


The properties in which the Company has interests. are located 
primarily in Canada and are subject to certain risks involved in. the ownership and 
development of such foreign property interests. These risks include but are not limited to 
those of: nationalization; expropriation; confiscatory taxation; native rights; changes in 
foreign exchange controls; currency revaluation; burdensome royalty terms; export sales 
restrictions; limitations on the transfer of interests in exploration licenses; and other laws 
and regulations which may adversely affect the Company's properties, such as those 
providing for conversion, proration, curtailment, cessation or other forms. of limiting or 
controlling production of, or exploration for, hydrocarbons. Thus, an investment in the 
Company represents an exposure to risks in addition to those inherent in cpstioleymy 
exploratory ventures. | 


Governmental Regulation of the Canadian Oil and Natural Gas Industry 


The oil and natural gas industry in Canada is subject to extensive controls and 
regulations imposed by various levels of government relating to land tenure, production, 
production facilities, pricing and marketing, royalties, environmental protection and other 
matters. Outlined below are some of the more significant aspects of the legislation, 
regulations and agreements governing the oil and natural gas industry in Canada. All 
current legislation is a matter of public record and the Company is unable to predict 
whether any additional legislation or amendments may be enacted. 
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Land Tenure 


' Crude oil and. natural gas located in the western provinces is owned predominantly 
by the respective provincial governments. Provincial governments grant rights to.explore 
for and produce oil and natural gas pursuant to leases, licenses.and permits for varying 
terms. from two years and. on terms and conditions. set.forth, in provincial legislation 
including. requirements to perform specific work or make. payments. Oil-and natural.gas 
located in such provinces can also be privately owned and. rights to. explore for and 
produce such oil and natural gas are granted by lease on such terms. and conditions as 
may be negotiated. The term of both Crown and freehold leases will generally continue 

as long as oil or natural gas is produced from the property. 


Oil and natural gas rights on. federal lands outside of the provinces is generally 
regulated. by the Government of Canada unless, authority has. been..delegated. by 
agreement to the territorial government or the government of the province adjacent to the 
federal offshore area. In May 1993, the Canada Yukon Oil and Gas Accord was signed 
which allows for the transfer to the Yukon of authority to administer and control oil. and 
natural gas resources within that territory and for the establishment of an Oil and Gas 
Management Regime. The National Energy Board (° NEB") is working with. Yukon officials 
to facilitate the transfer of oil and. natural gas regulatory. responsibilities in.accordance with 
the Yukon Accord Implementation Agreement. 


Production and Production Facilities . 

The Governments of Canada, Alberta, British Columbia and Saskatchewan have 
enacted statutory provisions regulating the production of oil.and natural gas. These 
regulations may restrict the maximum allowable production from.a well, based on.reservoir 
engineering and/or conservation practices. The construction and operation of.facilities.to 
recover and process oil and natural gas are also subject to regulation. 


Pricing and Marketing - Oil 


In Canada, ritaatineat of oil negotiate sales tegen directly with oil purchasers, 
with the result that the market determines the price of oil... Certain purchasers periodically 
advertise for volumes of oil they are prepared to purchase and the price being offered for 
such volumes. The. price depends .in part on oil quality, prices of. competing fuels, 
distance to market and. the value.of refined products.. Oil exports may be. made pursuant 
to export contracts with terms not exceeding one year in the case of light crude, and.not 
exceeding two years in the case of heavy crude, provided that an order approving any 
such export has been obtained from the NEB. Any oil export to be made pursuant to a 
contract of longer duration requires an exporter to obtain an export license from the NEB 
and the issue of such a license requires the approval of the Governor in Council. 
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Pricing and Marketing - Natural Gas 


In Canada, the price of natural gas is determined by negotiation between buyers 
and sellers, with the result that the market determines the price of natural gas. Natural 
gas exported from Canada is subject to regulation by the NEB and the Government of 
Canada. Exporters are free to negotiate prices and other terms with purchasers, 
provided that the export contracts must continue to meet certain criteria prescribed by the 
NEB and the Government of Canada. As is the case with oil, natural gas exports for a 
term of less than two years must be made pursuant to an NEB order, or, in the case of 
exports for a longer duration, pursuant to an NEB license and Governor in Council 
approval. 


The Governments of Alberta, British Columbia and Saskatchewan also regulate 
the volume of natural gas which may be removed from those provinces for consumption 
elsewhere based on such factors as reserve availability, transportation arrangements and 
market considerations. 


Royalties and Incentives 


The royalty regime is a significant factor in the profitability of oil and natural gas 
production. Royalties payable on production from lands other than Crown lands are 
determined by negotiations between the mineral owner and the lessee, although 
production from such lands may also be subject to provincial taxes and regulations. 
Crown royalties are determined by government regulation and are generally calculated as 
a percentage of the value of the gross production, and the rate of royalties payable 
generally depends in part on prescribed reference prices, well productivity; geographical 
location, field discovery date and the type or quality of the product produced. The value 
of the gross production for royalty purposes may be based on a deemed value for the 
product rather than the actual value received by the interest holder. 


From time to time the Governments of Canada, Alberta, British Columbia and 
Saskatchewan have established incentive programs which have included royalty rate 
reductions, royalty holidays and tax credits for the purpose of encouraging natural gas 
and oil exploration or enhanced recovery projects. Incentives are intended to enhance 
the existing cash flow of the oil and natural gas industry and to improve the economics of 
finding and developing new and more costly oil and natural gas reserves. Oil royalty 
holidays for specific wells and royalty reductions reduce the amount of Crown royalties 
paid by the interest holder to the respective government. Tax credit programs provide a 
rebate on Crown royalties paid. 
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Environmental Regulation 


The oil and natural gas industry is subject to environmental regulation pursuant to 
local, provincial and federal legislation. Environmental legislation provides for restrictions 
and prohibitions on spills, releases or emissions of various substances produced in 
association with certain oil and natural gas industry operations. An environmental - 
assessment and review may be required prior to initiating exploration or development 
projects or undertaking significant changes to existing projects. In addition, legislation 
requires that well and facility sites be abandoned and reclaimed to the satisfaction of the 
appropriate authorities. A breach of such legislation may result in the imposition of fines 
or penalties. Federal environmental regulations also apply to the use and transport of 
certain restricted and prohibited substances. The Company is committed to meeting its 
responsibilities to protect the environment wherever it operates and believes that it is in 
material compliance with applicable environmental laws and regulations. The Company 
has not been required to spend significant sums to comply with clean up laws and 
regulations. .Compliance by the Company with governmental provisions regulating the 
discharge of materials to the environment or otherwise relating to the protection of the 
environment are not expected to have a material effect on the capital expenditures, 
earnings or competitive position of the Company. 


(3) Data which Are Not Indicative of Current or Future Operations 


Not applicable. 


Item 2. Properties 


(a) _- The principal asset of the Company is its 30% carried interest in the 
Kotaneelee field; a partially developed gas field in.the Yukon Territory. See Item 3. 
“Legal Proceedings.” The Company also has interests in producing properties in British 
Columbia and Alberta and in several exploration prospects. These interests are in 
exploratory ventures in properties located in Alberta, Saskatchewan, the Northwest 
Territories and the Arctic Islands in Canada and in the United States. Geophysical, 
geological and drilling work on the Company's properties is conducted by the operators 
under various agreements with the Company. The results of this work are reviewed by 
Company personnel and consultants retained by the Company. 


(b) (1) The information regarding reserves, costs of oil and gas activities, 


capitalized costs, discounted future net cash flows and results of operations is contained 
in Item 8. “Financial Statements and Supplementary Data.” 
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(2) 
Not applicable. 


(3) 


Production 


Average sales price per unit and average production cost for oil and gas produced 


Reserves Reported to Other Agencies 


during the periods shown below are as follows: 


Average Sales Price 


Year Oil (per bbl.) 
($) 

1997 22.50 

1996 25.47 

1995 22.39 


(4) Productive Wells and Acreage 


~~ Gas (per mcf.) Oil (per bbl.) 
($) ($) 
255) 8.70 
1.64 8.67 
1230 10.08 


Average Production Costs 


Gas (per mcf.) 


Productive wells and acreage on working and carried interest properties as of 


December 31, 1997: 


Gross Wells 
Gas 
89 


IS |G 


Alberta 
Saskatchewan 
British Columbia 
Yukon Territory 
Arctic Islands 
Texas, USA 


Net Wells 
Oil Gas 
44.43 a0. 1 
Gross and Net Developed Acres 
Gross Acres Net Acres 
5,690 729 
640 24 
67,058 11,729 
3,350 1,005 
3,060 too 
160 33 
79,958 13,673 


20 


(5) Undeveloped Acreage 


Total developed and undeveloped acreage in which the Company has interests is 
summarized by geographic area in the table below: 


Gross and Net Petroleum Acreage as of December 31, 1997 


Developed Acres Undeveloped Acres 
Gross Net Gross Net 
Acres Acres % . Acres Acres % 
Canada: 
British Columbia: 
Carried Interests 28,592 aa en is 6,415 1 BG] SiG veel hae 
Working Interests . 20,266 4897 242 39,347 IPSEC Cin ee Ke) 
Overriding royalty interest 18,200 789 43 2,189 30 1.4 
Total British Columbia , 67,058 di ie W742 eo eog 47,951" 14,632 
Saskatchewan: 
Working Interests ‘640 243.4 “O38 2,560 i 96 3.8 
Alberta: | | 
Working Interests 4,410 1 HAS 16.2 30,874 7 ,206».%25.6 
Overriding Royalty Interest 1,280 14 1.1 640 83 ot 13:0 
Total Alberta | 5,690 129 31,514 7,989 
Yukon & Northwest Territories: = 
Carried Interests O00 ‘ia ,ubo ima piers Oyu) GN Ip Ae: i tof files |@)K 8. 
Arctic Islands: P 
Carried Interests 3,060 153 5.0 128,670 37,027 28.8 
Working Interests - - 45.100 ~ 1,817 °° 4:0 
Total Arctic Islands 3,060 153 173,770 38,844 
Total Canada 79,798 13,640 287,521 71,318 
Texas, USA _ | 160 _ 33 206 . : 
TOTAL mn ae 79,958 ay CN SHC) ; 20/021 7a tobe ie| 


(6) Drilling activity 


Productive and dry net wells drilled during the following periods: 


Gross Net 
Year Productive Dry Productive Dry 
1997 25 2 3.606 250 
1996 10 2 1.044 .150 
1995 1 ) .033 .258 
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(7) Present Activities 


- There was one well drilling at December 31; 1997: 


(8) Delivery Commitments 


None. 


Item 3. Legal Proceedings 


The Company, which has a 30% interest in the Kotaneelee gas field, believes 
that the working interest owners in the field have not adequately pursued the attainment 
of contracts for the.sale of Kotaneelee gas. In October 1989 and in March 1990, the 
Company filed statements of claim in the Court of Queens Bench of Alberta, Judicial 
District of Calgary, Canada, against the working interest partners in the Kotaneelee gas 
field. The named defendants were Amoco Canada Petroleum Corporation, Ltd., Dome 
Petroleum Limited’ (now Amoco Canada Resources Ltd.), and Amoco:.Production 
Company (collectively the "Amoco Dome Group"), Columbia Gas Development of 
Canada Ltd. ("Columbia"), Mobil Oil Canada Ltd. ("Mobil") and Esso Resource of 
Canada Ltd. ("Esso") (collectively the cp opaaNee 


The Company claims that the Sitendants Bréached either a contract obligation 
or a fiduciary duty owed to the Company to market gas from the Kotaneelee gas field 
when it was possible to so do.. The Company asserts that marketing the Kotaneelee 
gas was possible in 1984 and that the Defendants deliberately failed to do so. The 
Company seeks money damages and the forfeiture of the Kotaneelee gas field. The 
Company expects to argue at trial that the money damages sustained by.the Company 
are at least $86 million. 


In ndaiien the Company has claimed that the > Conta carried interest 
account should be reduced because of the negligent operation of the field and improper 
charges to the carried interest account by the Defendants. The Company claims that 
when the Defendants in 1980 suspended production from the field's gas wells, they 
failed to take precautionary measures necessary to protect and maintain the wells in 
good operating condition. The wells thereafter deteriorated, which caused unnecessary 
expenditures to be incurred, including expenditures to redrill one well. In addition, the 
Company claims that expenditures made to repair and rebuild the field’s dehydration 
plant should not have been necessary had the facilities been properly constructed and 
maintained by the Defendants.. The expenditures, the Company claims, were 
inappropriately charged to the field's carried interest account. The effect of an 
increased carried interest account is to extend ‘the period before payout begins to the 
carried interest account owners. 
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The Company claims that production from the field should have commenced in 
1984. At that time the field’s carried. interest account was approximately $63 million. 
The Company claims that by 1993 at least $34 million of unnecessary expenses had 
been wrongfully charged to the carried interest account. The Company’s 30% share of 
these expenses would be approximately $10.2 million. The Company further claims 
that if production had commenced in 1984; the carried interest account would have 
been. paid off in approximately two years ‘and the Company would ‘have begun to 
receive revenues from the field in 1986. At present, the Company does not expect to 
receive revenues before the year’2000, based on a price of Cdn. $1.39 per mcf and 
current production rates. 


Columbia has filed a counterclaim against the Company seeking, if the Company 
is successful in its claim for the forfeiture of the field, repayment from the Company of 
all sums Columbia has expended on the Kotaneelee lands before the Company is 
entitled to its. interest. ‘i 


The eiiics to the litigation have conducted extensive discovery since the filing of 
the claims. The trial began on September 3, 1996 and is ongoing. Based upon 
recently discovered evidence, the Company has petitioned the court for leave to amend 
its complaint to add a claim that the Defendants failed to develop the field in a timely 
manner. The Company is unable to estimate the time necessary to conclude the 
litigation. ° é . | 


Matters pestered to Kotageslve Peeper 


In its’ 1989 statement of claim, the Company sought a jpetbecee judgment 
regarding two issues: be 


(1)p" whither interest accrued on the carried interest account; and 


(2) whether expenditures for gathering lines and dehydration equipment are 
expenditures chargeable to the carried interest account or whether the 
Company will be assessed a processing fee on gas throughput. 


With respect to the first issue, the Company maintains that no interest should 
accrue on the account and the Defendants have not contested this position. With 
regard to the second issue, the Company maintains that the expenditures are 
chargeable to the ‘carried interest account. Mobil, Esso and Columbia have essentially 
agreed to the Company's position while: the Amoco Dome Group continues to contest 
this issue. 
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On January 22, 1996, the Company settled two claims outstanding against the 
Company in the Court of Queens Bench, Calgary, Alberta, which related to a suit 
brought against AlliedSignal Inc. (“AlliedSignal”) in Florida which was dismissed on the 
basis that Canada was the appropriate forum for the litigation. AlliedSignal had sought 
additional relief against the Company in Canada to preclude other types of suits by the 
Company and to recover the costs of the defense of the initial action. The settlement 
bars AlliedSignal from making a claim against the Company for any costs in connection 
with the Kotaneelee Litigation. The Company agreed not to bring any action against 
AlliedSignal in connection with the Kotaneelee gas field. Neither party made any 
monetary payment to the other party. 


In 1991, Anderson Exploration Ltd. acquired all of the shares in Columbia and 
changed its name to Anderson Oil & Gas Inc. (“Anderson”). Anderson is now the sole 
operator of the field and is a direct defendant in the Canadian lawsuit. Columbia's 
previous parent, The Columbia Gas System, Inc., which was reorganized in a 
bankruptcy proceeding in the United States, is contractually liable e sla in the 
legal proceeding described above. 


The working interest owners have reported that they have been selling 
Kotaneelee gas since February 1991. 


Under Canadian law certain costs (known as “taxable costs”) of the litigation may 
be assessed against the nonprevailing party. Taxable costs consist primarily of 
attorney’s and expert witness fees during trial. The trial is presently scheduled to last 
twelve months, therefore, taxable costs could be substantial. While taxable costs are 
not now determinable, the Company estimates that taxable costs, assuming a twelve 
month trial, could be approximately $1.5 million. However, a judge in complex and 
lengthy trials has the discretion to increase an award of taxable costs. There are no 
assurances however, that taxable costs will not exceed this amount or that the duration 
of the trial will not exceed twelve months. The actual trial time through March 1998 is 
approximately 5 months. During 1997, the Company was assessed approximately 
$110,000 in. taxable costs payable to the Defendants in connection with the Company’s 
motion to disqualify Amoco’s legal counsel which was denied. The amount is included 
in 1997 legal expenses. 


There is no assurance whatever that the Company will be successful on the 
merits of its claims, which have been vigorously defended by the Defendants. . There is 
also no assurance that the Company will be awarded any damages, or that, if damages 
are awarded, the Court will apply the measure of damages the Company claims should 
be applied. 
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Item 4. Submission of Matters to a Vote of Security Holders 
Not applicable. 


Executive Officers of the Company | 


The following information with respect to the executive officers of the Company is 
furnished pursuant to Instruction 3 to Item 401(b) of Regulation S-K. 


Length of Other Positions 
Service Held with 
Name Age Office in this Office Company 
M. A. Ashton” - 62 President Since June 4, 1997 Director 


All officers of the Company are elected annually by the Board of Directors and 
serve at the pleasure of the Board of Directors. 


The Company is aware of no arrangement or understanding between the 


individual named above and any other person pursuant to which any individual was 
selected as an officer. |. 
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~ PARTI. 


Item 5. Market for the Company's Limited Voting Shares and Related 
Stockholder Matters 


(a) Principal Markets 


The Company's Limited Voting Shares, par value $1.00 per share, are traded:on 
The Toronto Stock Exchange and the Pacific and Boston Stock Exchanges, and in the 
NASDAQ SmallCap market. 


The quarterly high and low closing prices (in Canadian dollars) on The 
Toronto Stock Exchange during the calendar periods indicated were as follows: 


1996 1st quarter 2nd quarter ~  3rd'quarter — 4th quarter 
High 44025 11.50 SPisbe (0 Siless!, S94. 52518 
Low TS 8.00 8.50 8.50 
1997 1st quarter 2nd quarter 3rd quarter ©” 4th quarter 
High 11.00 12.50 16.60 15.00 
Low 8.50 7.50 12:25 10.75 


The quarterly high and low closing prices (in United States dollars) on the 
Pacific Stock Exchange during the calendar periods indicated were as follows: 


1996 1st quarter 2nd quarter 3rd quarter 4th quarter 
High 8 1/8 8% 8% 7 5/8 
Low 6 6 1/8 "638 6% 
1997 1st quarter 2nd quarter 3rd quarter 4th quarter 
High 8 9 $1015/16 11 


Low 6% 5% 8 13/16 71% 
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(6) Approximate Number of Holders of Limited Voting 
Shares at March 23, 1998 


Ae eOOnag IsIcH - Approximate 
Title of Class Number of Record Holders 
Limited Voting Shares, par value : 
$1.00 per share. 6,100 


(Cc) Dividends 


The Company has never paid a dividend on its Limited Voting Shares. Any future 
dividends will be dependent on the Company's earnings, financial condition, and business 
prospects. The Company is legally restricted from paying any dividend or making any 
other payment to shareholders (except by way of return of capital) on the Limited Voting 
Shares until its accumulated deficit ($21,142,464 at December 31, 1997) is eliminated. 


Current Canadian law does not restrict the remittance of dividends to persons not 
resident of Canada. Under current Canadian tax law and the United States-Canada tax 
treaty, any dividends paid to U.S. shareholders are currently subject to a 15% Canadian 
» withholding tax. 
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em 6. Selected Financial Data 


The following selected consolidated financial information (in thousands except per share and 
xchange rate data) of the Company insofar as it relates to each of the fiscal periods shown has been 
xtracted from the Company's consolidated financial statements. 


Year ended December 31, 


1997 1996 1995 1994 1993 
($) ($) ($) ($) ($) 

yperating revenues 2120 155 1, 65a. 1,691 1,915 
otal revenues Qy5k5 2,228 £3793 1,942 2,103 
et loss 1,758 1,461 1,162 (1,210) (977) 
et loss per share (12) (.11) (.09) (.10) (.08) 
Vorking capital 5H73 8,403 1,510 1S: 2,417 3,890 
otal assets 20,956 205375 12,380 13,390 14,484 
hareholders’ Equity: 

Capital stock 40,489 38,888 29,635 29,513 29,013 

Deficit (21,143) (19,385) (17,923) (16,762) (13.952) 

19,346 19,503 Wa i2 Pais) | 13,961 

verage number of 
shares outstanding 14,084 133362 12,622 12,613 12,453 
xchange rates: 

Year-end .6992 1297 .1329 .7129 7554 

Average for the period .7224 WEEE) .1289 O04 = lish 

Range .6947-.7482  .7234-.7520 .1026-.7480  .7098-7634 .7436-.8045 


>. GAAP Information 


der U.S. generally accepted accounting principles (“GAAP”), the above selected information would be 
follows (See Note 6 in Notes to Consolidated Financial Statements): 


et loss (1,588) (1,236) 1,001 1,140 (673) 
et loss per share Git) (.09) (.08) (.09) (.05) 
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Item 7. Management's Discussion and uel of Financial Condition 
eijie, O71, ae Results of Operations 


(1)° Liquidity and Capital Re Raress 


Statements included in Management's Discussion and Analysis of Financial 
Condition and Results of Operations which are not historical in nature are intended to be, 
and are hereby identified as, “forward looking statements” for purposes ofthe 
“Safe Harbor” Statement under the Private Securities Litigation Reform Act of 1995. The 
Company cautions readers that forward looking statements are subject to certain risks 
and uncertainties that could cause actual results to differ materially from those indicated 
in the forward looking statements. 


At December 31, 1997, the Company had approximately $5.5 million of cash and 
securities available. These funds are expected to be used for general corporate 
purposes, including exploration and development and to continue the Kotaneelee field 
litigation. The Company estimates that it has adequate working capital for 1998 and 
1999 and may be required to raise additional funds through the sale of properties or 
other means in order to complete the Kotaneelee Litigation. 


Cash flow used in operations during 1997 increased to $1,003,000 compared to 
$775,000 during the 1996 period. The $228,000 difference between the periods was 
caused primarily by the following: © 


~ Increase in loss from operations ! $(311,000) 


Increase in accounts receivable and other (433,000) 
Net change in current liabilities 516,000 
Difference in net cash used in operations $(228,000) 


A significant proportion of the Company's property interests are covered by 
carried interest agreements, which provide that expenditures made by the operator are 
recouped solely out of revenues from production. Major capital expenditures made by 
the operators have an impact on the Company’s cash flow from operations as no 
revenues are reported or received until the capital costs have been recovered by the 
operator. Properties in the Fort Nelson, British Columbia area in which the Company 
has carried interests have reached payout status. Proceeds from these carried 
interests plus oil and gas sales from working interest properties are the Company’s 
major sources of working capital. 


The Company is currently evaluating and expects to continue to evaluate oil and 
gas properties and may make investments in such properties utilizing cash on hand. The 
Company anticipates that its capital expenditures for land acquisitions and drilling for the 
year 1998 will be approximately $750,000. In addition, substantial continuing expenses 
are expected to be incurred in connection with the Kotaneelee Litigation. During 1997, 
the Company expended approximately $1.8 million in connection with the Kotaneelee 
Litigation which has been the principal cause of the Company’s losses since 1991. 
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The Company has established a reserve for its potential share of future site 
restoration costs. The estimated amount of these costs, which total $804,000, is being 
provided on a unit of production basis in accordance with existing legislation and industry 
practice. 


The Company has determined that the year 2000 century change will have no 
material impact on the Company’s internal operations or financial results. However, it will 
be dependent on its stele das partners and customers to make their systems year 2000 
compliant. 


(2) Results of Operations 
1997 vs. 1996 


The net loss for the year 1997 was $1,671,164, ($.12 per eral compared to a net 
loss of $1,461,283 ($.11 per share) for the 1996 period. A summary of revenue and 
expenses during the periods is as follows: 


1997 1996 © ! - Net Change 
Revenues $2,514,978 $2,228,393 $286,585 
Costs and expenses (4,272,642) (3,689,676) ~ © (582,966) 
Net loss $(1,757,664) $(1,461,283) $(296,381) 


Oil sales increased by 46% due primarily to an 85% increase in production which 
was partially offset by a 12% decrease in the average prices of oil sold. There was also a 
184% increase in royalties paid by the Company. Oil unit sales in barrels (“bbls”) (before 
deducting royalties) and the average price per barrel sold during the periods indicated 
were as follows: 


1997 . 1996 
Average price 2 IK Average price 
bbls per bbl Total bbls per bbl Total . 
Oil sales 63,783 $22.50 $1,436,000 ~.. 34,565 $25.47 $880,000. 
Royalties paid om (315,000) : (111,000) 
Total ) $1,121,000 ; ‘$769,000 


Gas sales increased 33%... There was a.41% increase in the average price for 
gas and a 2% increase in number of units sold. In.addition, gas. sales include royalty 
income which increased 35% in 1997. The volumes in million cubic feet (“mmef’) and the 
average price of gas per thousand cubic feet (“mcf’) sold during the periods indicated 
were as follows: | 
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1997 - | U e'vewamo acias 


te Average price . la _ Average price } 
mmcf per mcf Total mmcf .., peramnef, _..,, Total 
Gas sales 200 2.31 $462,000 197 $1.64 $323,000 
Royalty yh 746;000') 8s) 108,000 
income 
Royalties paid (85,000) (36,000) 
Total $523,000 $395,000 


Proceeds under carried interest agreements decreased 20% to $476,000 
during 1997 compared to $591, 000 in 1996. The operator of the Company’s carried 
interest properties increased its development activities during late 1996, thereby incurring 
additional capital costs which were deducted in 1997. Proceeds under carried interest 
agreements are derived from net production revenues after payout of capital costs. 


Interest and other income decreased 17% in 1997. Interest income increased 
from $259,000 to $336,000 in 1997 due to the increase in funds available for investment 
from the June 1996 rights offering to shareholders. In addition, the 1997 period includes 
proceeds from the sale of seismic data in the amount of $59,000 compared to $215,000 
from such sales in 1996. 


_ General and administrative costs increased 23% in 1997 to $1, 105, 000 from 
$895,000 in 1996. Capital taxes, which are based on the Company's net worth, 
increased $48,000 in 1997. Directors’ fees increased $44,000 in 1997 because four 
nonemployee directors are being paid fees in 1997 compared to 1996 when only two 
directors were paid fees. Geological and engineering expenses increased $23,000 in 
1997 because of the Company’s active exploration program. Shareholders’ expenses 
increased $32,000 in 1997 compared to 1996 because of increased printing and mailing 
costs.. Salaries increased $39,000 in 1997 with the addition of a new employee. 


Legal expenses. increased 18% during 1997 to $1,898,000 compared to 
$1,610,000 during 1996... These expenses are related primarily to the. cost of the 
Kotaneelee litigation, During 1997, the Company presented a major part of its case 
against the working interest partners. The 1997 costs represent both legal fees and the 
cost of various Company experts who testified or were being prepared for testimony. 


Lease operating costs increased 68% from $477,000 in 1996 to $799,000 in 
the 1997 period. The increased costs are relative to the 85% increase in oil production. 
Although the revenue on these properties also increased during the period, the costs are 
not yet proportional to revenue because some of the new wells are awaiting installation of 
production facilities. 
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A foreign exchange gain of $231,000 was recorded in 1997, contrasted with a 
gain of $25,000 on the Company’s U.S. investments in 1996. In 1997, the gain was 
attributable to a strengthening of the U.S. dollar as compared to the Canadian dollar on 
the Company’s U.S. investments. 


_ Income taxes. No provision for income taxes is required for the current period. | 
1996 vs. 1995 
The net loss for the year 1996 was $1,461,283, ($.11 per share) compared to a net 


loss of $1,161,763 ($.09 per share) for the 1995 period. A summary of revenue and 
expenses during the periods is as follows: 


1996 1995 Net Change 
Revenues $2,228,393 $1,793,112 $435,281 
Costs and expenses 3,689,676 2,954,875 134,801 
Net loss $(1,461,283) $(1,161,763) ~"$(299,520) © 


Oil sales increased by 38% due primarily to a 14% increase in the average price 
of oil sold with an 18% increase in production. There was also a 13% increase in 
royalties paid. Oil unit sales in barrels (“bbls”) (before deducting royalties) and the 
average price per barrel sold during the periods indicated were as follows: 


1996 1995 
Average price Average price, 3 
bbls per bbl Total bbls ‘Per bbl Total 
Oil sales 34,565 .. $25.47 $880,000 29,198 $22.39 ; $654,000 - 
Royalties paid (111,000) aes (98,000) 


Total $769,000 $556,000 


Gas sales increased 8%. There was a 26% increase in the average price for gas 
which was partially offset by a 22% decrease in units sold. In addition, gas sales include 
royalty income which increased 17% in 1996. The volumes in million cubic feet (“mmcf’) 
and the average price of gas per thousand Gabi feet (“mcf’) sold during the periods 
indicated were as follows: . 
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1996 Tan, 1995 


” Average price Average price . 
mmcf per mcf Total mmcf _ per mef Total 
Gas sales 197 $1.64 $323,000 252 $1.30 $327,000 
Royalty income 108,000 92,000 
Royalties paid (36,000) (52,000) 
Total , | $395,000 iy $367,000 


Proceeds under carried interest agreements decreased 20% to $591,000 
during 1996 compared to $734,000 in 1995. The operator of the Company’s carried 
interest properties increased its development activities during late 1996, thereby incurring 
additional expenses. Proceeds under carried interest agreements are derived from gross 
production revenues after payout of these expenses. 


Interest and other income was 247% higher in 1996. Interest income increased 
from $90,000 to $259,000 in 1996 due to the increase in funds available for investment 
from the June 1996 rights offering to shareholders. In addition, the 1996 period includes 
proceeds from the sale of seismic Hue in the amount of $215,000 compared to $46,000 
in 1995. 


General and administrative costs decreased 10% in 1996 to $895,000 from 
$988,000 in 1995. The 1995 period included higher salary expenses related to retired 
personnel. In addition, accounting and administrative expenses also decreased in 1996 
due to cost reduction efforts. 


Lease operating costs decreased 5% from $504,000 to $477,000 in 1996. The 
decrease represents lower charges by the operators of the Company’s properties during 
1996. 


Legal expenses increased 83% to $1,610,000 from $880,000 in 1995. These 
expenses are related primarily to the cost of the Kotaneelee litigation which increased as 
a result of trial preparation and the actual costs of the trial which began on September 3, 
1996. 


Depletion, depreciation and amortization expense increased 31% in 1996 to 
$655,000 from $500,000 in 1995. The increase in depletion is the result of a decrease in 
gas reserves and an increase in estimated capital costs. 


Provision for restoration costs increased to $24,600 in 1996 compared to 
$16,800 in 1995. During 1996, a charge of $81,000 was made to the future site 
restoration costs account for certain abandonments costs. The Company has re- 
evaluated its potential liability and accordingly increased its provision for restoration costs. 
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A foreign exchange gain of $25,000 was recorded in 1996, contrasted with a 
loss of $14,000 on the Company’s U.S. investments in 1995. In 1996, the gain was 
attributable to a strengthening of the U.S. dollar as compared to the Canadian dollar on 
the Company’s U.S. investments. 

Income taxes. No provision for income taxes is required for the current period. 
Item 7A. Quantitative and Qualitative Disclosure About Market Risk 


The information required by this item is not applicable to the Company until the 
fiscal year ending December 31, 1998. 
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Item 8. Financial Statements and Supplementary Data 


REPORT OF INDEPENDENT AUDITORS 


To the Shareholders of 
Canada Southern Petroleum Ltd. 


We have audited the accompanying consolidated balance sheets of Canada Southern Petroleum 
Ltd..as at December 31, 1997 and 1996, and the consolidated statements of operations and 
deficit, cash flows and limited voting shares and contributed surplus for each of the years in the 
three year period ended December 31, 1997. These financial statements are the responsibility of 
the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Canada Southern Petroleum Ltd. as at December 31, 1997 and 
1996 and the results of its operations and the changes in its financial position for each of the years 
in the three year period endéd December 31, 1997, in accordance with accounting principles 
generally accepted in Canada. 


Calgary, Canada ERNST & YOUNG 
March 20, 1998 cere ~ Chartered Accountants 
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Assets 


Cash and cash equivalents (Note 2) 
Marketable securities (Note 3) 
Accounts receivable (Note 4) 
Prepaid insurance and other 


Other assets 


Total current assets 


CANADA SOUTHERN PETROLEUM LTD. — 
(Incorporated under the laws of Nova Scotia) 


CONSOLIDATED BALANCE SHEETS 
(Expressed insGanadian dollars) 


1997 


$ 2,129,156 
3,373,334 
1,226,086 


242,278 
6,970,854 


Marketable securities (Note 3) ae. Poe 


Oil and gas properties and equipment 


(full cost method) (Note 4) 


Total assets 


13,984,771 
»$201955,625 


Liabilities and Shareholders’ Equity 


Current liabilities 

Accounts payable 

Accrued liabilities (Notes 10 and 11) 
Total current liabilities 
Future site restoration costs 


Contingencies (Note 8) 


Shareholders’ Equity 


$ 1,120,521 
277,715 
-».1,398.236 


E 210,974 


Limited Voting Shares, par value 


$1 per share (Note 5) 


Authorized — 100,000,000 shares 


Outstanding —14)234)7400 1996 — 13,956,540) shares 
Contributed surplus 


Total capital 


Deficit 


Total shareholders’ equity 
Total liabilities and shareholders’ equity 


014;234,740 
926:254.139° 
40,488,879 


“a0 142:464)~ 
19,346,415 


$20,955,625 


See accompanying notes. 
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31, 
1996 


$ 2,709,597 
3,404,213 
635,223 
227,368 


6,976,401. 


2,048,573 


11,349,945 


1 1 


$20,374,919 


$ 439,837 
182.104 


pa a ee ete et 


: 621,941 


EE 


—— 


250,274 


13,956,540 
24,930,964 
38,887,504 


— 1 


(19,384,800) 
19,502,704 


$20,374,919 


CANADA SOUTHERN PETROLEUM LTD. 


Consolidated Statements of Operations and Deficit 
(Expressed in Canadian dollars) 


Revenues: 
Oil sales — 
Gas sales 
Proceeds under carried 
interest agreements 
Interest and other income 
Total. revenues 


Costs and expenses: 
General and administrative 
Legal (Note 9) 
Lease operating costs’ 
Depletion, depreciation, 

and amortization 
Foreign exchange (gains) 
Provision for future site 
restoration costs 
Rent 
Total costs and expenses 


Loss before income taxes 
Income taxes (Note 6) 

Net loss yu 
Deficit - beginning of period 
Deficit - end of period 


Net loss per share (Basic & Diluted) 


Average number of shares 
Outstanding (Basic & Diluted) 


1997 


$ 1,120,789 
523,433 


475,697 
395,059 


rt bE 2a A 


1,104,535 
1,897,506 
199,372 


623,600 
(231,457) 


21,500 
97,586 
4,272,642 


(1,757,664) 


own, 757,664)" 
(19,384,800) 


$(21,142,464) 
$(.12) 


14,084,294 


See accompanying notes. 
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Year ended December 31, 


1996 1995 
>... (68,576 $ 555,894 
395,068 - 366,700 
590,935 734.066 
473,814 136,452 
2,228,393 1.793.112 
894,766 988395 
1,610,477 879,821 
476,562 503,648 
654,982 499,630 
(24,693) 13,915 
24,600 46,800 
mits 52;982 “52,666 
3,689,676 2,954,875 
(1,461,283) (1,161,763) 
(1,461,283) (1,161,763) 
(17,923,517) (16,761,754) 
$(19,384,800) 17,923,517 
$(.11) §(.09) 
12,621,560 


13,362,410 » 


CANADA SOUTHERN PETROLEUM LTD. 


Consolidated Statements of Cash Flows 
(Expressed in Canadian dollars) 


Cash flows from operating activities: 
Net loss 
Adjustments to reconcile net loss 
to net cash provided by 
(used in) operating activity: 
Depreciation, depletion and 
amortization 
Future site restoration costs (net) 
Change in assets and liabilities: 
Accounts and interest receivable 
Other assets 
Accounts payable 
Accrued liabilities 
Net cash used in operations 


Cash flows from investing activities: 
Additions to oil and gas properties (net) 
Sale (purchase) of marketable securities 

Net cash used in investing activities 


Cash flows from Financing Activities: 
Sale of common stock less expenses 
Exercise of stock options 

Net cash from financing activities - 


Increase (decrease) in cash 
and cash equivalents 

Cash and cash equivalents at the 
beginning of period 

Cash and cash equivalents at the 
end of period (Note 2) . 


See accompanying notes. 


1997 


$(1,757,664) 


623,600 
(39,300) 


(590,863) 
(14,910) 
680,684 


95,611 


(1,002,842) 


(3,258,426) 
2,079,452 
(1,178,974) 


1,601,375 
1,601,375 


(580,441) 
2,709,597 


$2,129,156 
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Year ended 


December 31, 


1996 


$(1,461,283) 


654,982 


(56,454) 


(284,625) 
112,074 
314,328 
(54,228) 

(775,206) 


(1,496,308) 
5,452,786 
(6,949,094 


9,019,609 

232,707 
9,252)316 
1,528,016 
1,181,581 


21 09,597 


1995 


$(1,161,763) 


499,630 
16,800 


(64,491) 
(85,775) 
(38,583) 


51,620 


(782,562) 


(383,519) 


383,519 


121,780' 
(1,044,301) ° 
2,225,882 


$1,181,581 


CANADA SOUTHERN PETROLEUM LTD. 


CONSOLIDATED STATEMENTS OF LIMITED VOTING SHARES 
AND CONTRIBUTED SURPLUS ~ 
(Expressed in Canadian dollars) 


Balance at December 31, 1994 
Exercise of stock options 
Balance at December 31, 1995 


Sale of common stock 
Exercise of stock options 


Balance at December 31, 1996 
Exercise of stock options 


Balance at December 31, 1997 


Number 
of shares 


12,612,791 
33,000 
12,645,791 


1,268,549 
42,200 


13,956,540 
278,200 


14,234 740 


Limited 


Voting Shares 


$1 par value 
$12,612,791 
33,000 
12,645,791 


1,268,549 
42,200 


| 13,956,540 
278,200 


$14,234,740 


See accompanying notes. 
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Contributed 
surplus 


$16,900,617 
88,780 
16,989,397 


7,751,060 
190,507 


24,930,964 


1SZ3.1 75 


1 


26,254,139 


Total 
$29,513,408 
121,780 
29,635,188 


9,019,609 
232,707 


38,887,504 
1,601,375 


$40,488,879 


CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


i Summary of significant accounting policies. _ 


Accounting principles 


The Company prepares its accounts in accordance with accounting principles 
generally accepted in Canada which, except as. described in Note 6, conform in all 
material respects with United States generally accepted accounting principles (“U.S. 
GAAP”). 


Consolidation 


The consolidated financial statements include the accounts of Canada Southern « 
Petroleum Ltd. and its wholly-owned subsidiaries, Canpet Inc. and C.S. Petroleu 
Limited. . BIBS 


Use of Estimates 


The preparation of financial statements in conformity with generally accepted - 
accounting principles requires management to make estimates and assumptions that 
affect the amounts reported in the financial statements and accompanying notes. Actual © 
results could differ from those estimates. 


Cash and cash equivalents 


For the purposes of the statement of cash flows, the Company considers all highly 
liquid investments with a maturity of three months or less to be cash equivalents. 


Oil and gas properties and equipment 


The Company, which is engaged primarily in one industry, the exploration for and 
the development of oil and gas properties, principally in Canada, follows the full cost 
method of accounting for oil and gas properties, whereby all costs associated with the 
exploration for and the development of oil and gas reserves are capitalized. 


The Company periodically reviews the costs associated with undeveloped 
properties and mineral rights to determine whether they are likely to be recovered. When 
such costs are not likely to be recovered, such costs are transferred to the depletable 
pool of oil and gas costs. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO'CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997. 


tt Summary of significant accounting policies (Cont'd) 


The net carrying cost of the Company's oil and gas properties in producing cost 
centers is limited to an estimated recoverable amount. This amount is the aggregate of 
future net revenues from proved reserves and the costs of undeveloped properties, net of 
impairment allowances, less future general and administrative costs, financing costs and 
income taxes. Future net revenues are calculated using year end’ prices that are not 
escalated or discounted. } 


The costs of the Company’s 30% carried interest in the Kotaneelee gas field are 
included in oil and gas properties and in the cost center for the purpose of computing 
depletion. In addition, the Company’s share of estimated net reserves after payout are 
also included in the proved oil and gas reserves base for the purpose of computing 
depletion. However, no revenue production data will be reported for financial statement 
purposes. until the Company is entitled to participate in the field’s revenue after payout 
status is achieved. 


Gains or losses are not recognized upon disposition of oil and gas properties 
unless crediting the proceeds against accumulated costs would result in a change in the 
rate of depletion of 20% or more. 


Depletion is provided on costs accumulated in. producing: cost centers including 
well equipment using the unit of production method. For purposes of the depletion 
calculation, gross proved oil and gas reserves as determined by outside consultants are 
converted to a common unit of measure on the basis of their approximate relative energy 
content. 


Depreciation has been computed for equipment, other than well equipment, on the 
straight-line method based on estimated useful lives of four to ten years. 


Substantially all of the Company's exploration and development activities related to 
oil and gas are conducted jointly with others and. accordingly the consolidated financial 
statements reflect only the Company's proportionate interest in such activities. 


Revenue recognition 


The Company recognizes revenue on its working interest properties from the 
production of oil and gas-in the period the oil and gas are sold. 


Revenue under carried interest agreements is recorded in the period when the 
proceeds become receivable. The Company is entitled to participate in oil and gas net 
revenues after the repayment of exploration, drilling and completion expenses to the party 
or parties bearing these costs. The carried interest accounts are subject to independent 
audits which are performed in subsequent years. In the past, these audits have resulted 
in both positive and negative adjustments. For these reasons, the proceeds under 
carried interest agreements may fluctuate each year depending on both capital 
expenditures and any audit adjustments. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 - 


df Summary of significant accounting policies (Cont'd) 


Earnings per share 


Earnings per common share is based upon the weighted average number of 
common and common equivalent shares outstanding during the period. In February 
1997, the FASB issued Statement No. 128, Earnings per Share (“EPS”), which the’ 
Company adopted retroactively in 1997. The Company's basic and diluted calculations of 
EPS are the same for both U.S. and Canadian GAAP. 


Future site restoration costs 


Estimated future site restoration costs which are estimated to be $804,000 are 
being provided on a unit of production basis. The provision is based on current costs of 
complying with existing legislation and industry practice for site restoration and 
abandonment. At December 31, 1997, approximately $598,000 in such costs have not 
been accrued. 


Deferred income taxes 


The Company follows the deferral method of tax allocation accounting whereby the 
income tax provision is based on pre-tax income reported in the accounts. Under this 
method, full provision is made for deferred income taxes resulting from claiming 
deductions at the rates permitted by income tax legislation, which may differ from those 
used in the accounts. | 


Foreign currency translation 

Transactions for settlement in U.S. dollars have. been translated at average 
monthly exchange rates. Assets and liabilities in U.S. dollars have been translated at the 
year end exchange rates. Exchange gains or losses resulting from these adjustments are 
included in costs and expenses. 
Financial instruments 

The carrying value for cash and cash equivalents, accounts receivable, marketable 


securities and accounts payable approximates fair value based on anticipated cash flows 
and current market conditions. . 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


g( Summary of significant accounting policies (Cont'd) - 


Comprehensive income 


In 1997, the Financial Accounting Standards Board issued FASB. Statement 
No. 130, Reporting Comprehensive Income. As the Company has no. items of other 
comprehensive income, the net loss for all periods presented is equal to the 
comprehensive loss. » 


2 Cash and cash equivalents 


The Company considers all highly liquid short term investments with maturities of 
three months or less at date of acquisition to be cash equivalents. Cash equivalents are 
carried at cost which approximates market value. 


1997 1996 


Cash $ 436,030 $ 319,616 
Canadian bankers acceptances (2.9%) 988,437 1,441,170 


U.S. Treasury Bills (5.6%) 704,689 948,811 
‘i $2,129,156 $2,709,597 


3. Marketable Securities 


At December 31, 1997 and 1996, the Company held the following marketable 
securities which were expected to be held until maturity: , 


1997 
; Amortized 
Security Parvalue Maturity Date Cost Fair value 
U.S. Federal Home Bank Note $ 143,021 Mar. 6, 1998 $ 140,418 $ 141,247 
U.S. Federal Home Bank Note 286,041. _— Apr. 6, 1998 278,324 280,925 
U.S. Federal Farm Credit Bank Note 143,021 May 4, 1998 139,600 139,469 
U.S. Treasury Note 2,145,309 May 31, 1998 $2,137,934 2,149;321 
U.S. Federal Home Loan Bank Note 715,103 Jun. 19, 1998 677,058 683,411 
Total $3,432,495 $3,373,334 $3,394,373 
1996 
U.S: Treasury Bill $ 822,256 . Mar. 27,1997 $ 801,637 $ 812,570 
U.S. Treasury Bill 685,213 Apr. 3, 1997 657,599 676,271 
U.S. Treasury Bill 2,055,639 Jun. 26, 1997 1,944,977 _2,004,289 
Total short term 3,563,108 3,404,213 _ 3,493,130 
U.S. Treasury Bill 2,055,639 Jun. 26, 1998 2,048,573 _2,056,914 
Total $5,618,747 $5,452,786 $5,550,044 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


4. Oil and gas properties and equipment 


Accumulated 


Provisions and Net Book 
Cost Writedowns Value 

Balance December 31, 1997 
Oil and gas properties — developed 21,192,037 7,854,066 “13,337,971 
Oil and gas properties (U.S.) - undeveloped 616,980 - 616,980 
Seismic data 112,000 112,000 - 

21,921,017 7,966,066 13,954,951 
Equipment 67,769 37,949 29,820 


$21,988,786 $8,004,015 $13,984,771 


Balance December 31, 1996 
Oil and gas properties-developed. $18,555,130 $7,227,874. $11,327,256 


Oil and gas properties-undeveloped 1 - tas 

Seismic data 112,000 112,000 . 
18,667,131 7,339,874 Te FiZor. 

Equipment 62,172 39,484 22,688 


$18,729,303 $7,379,358 $11,349,945 


Substantially all gas sales were made to CanWest Gas Supply Inc. and oil sales 
were made to Canadian Natural Resources Ltd. and Probe Exploration, Inc. (“Probe”). At 
December 31, 1997, a cash call in the amount of — 000 from Probe is included in 
accounts receivable. 


5, Limited voting shares and stock options 


The Memorandum of Association (Articles of Continuance) of the Company 
provides that no person (as defined) shall vote more than 1,000 shares. 


Under the terms of the Company’s 1985 and 1992 stock option plans, the 
Company is authorized to grant certain key employees ‘and consultants options to 
purchase limited voting shares at prices based on the market price of the shares as 
determined on the date of the grant. The options are exercisable for five.years from the 
date of grant. 


On January 27, 1998, the Company’s Board of Directors approved a stock option 
plan that permits the granting of both stock options and stock appreciation rights. Under 
the plan, which must be approved by the Company's shareholders at the June 1998 
Annual Meeting, a total of 700, sali shares are being authorized. 


In 1996, the Company sold 1.3 million shares to its shareholders at $7.50 per 


share. The proceeds to the Company from the rights offering were $9,019,609 after 
deducting the $494,509 cost of the offering. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997. 


5. Limited voting shares and stock options (Cont'd) 

Following is a summary of option transactions which reflects-adjustments of the 
stock option prices and the number of shares subject to stock options as discussed 
above: | 


Options outstanding Number of shares Option Prices 


‘ _ ($) 

December 31, 1994 494 700 3.45 - 7.00 

Exercised (33,000) 3.45 - 4.06 
December 31, 1995 461,700 , 

Canceled (137,000) 3.45 - 7.00 

Exercised (42,200) 3.45 - 8.75 

Granted 150,700 Sraievet ee 

Granted 12,500 8.75 
December 31, 1996 445,700 

Exercised (278,200) 3.70 — 8.75 

Granted 35,000 13.50 
December 31, 1997 L202 500 6.37 — 13.50 
Options reserved for future grants — 212,134 


On July 8, 1996, 137,000 options to purchase limited voting shares of the 
Company which were previously granted were canceled and reissued to reflect the June 
1996 rights offering. 


For U.S. GAAP, the Company has elected to follow Accounting Principles Board 
Opinion No. 25, “Accounting for Stock Issued to Employees” (APB No. 25) and related 
interpretations in accounting for its stock options because the alternative fair value 
accounting provided under FASB Statement No. 123, “Accounting for Stock Based 
Compensation,” requires use of option valuation models that were not developed for use 
in valuing stock options. Under APB No. 25, because the exercise price of the 
Company’s stock options equals the market price of the underlying stock on the date of 
grant, no compensation expense is recognized. 


Pro forma information regarding net income and earnings per share is required by 
Statement 123, and has been determined as if the Company had accounted for its stock 
options under the fair value method of that Statement. The fair value for these options 
was estimated at the date of grant using a Black-Scholes option pricing model. 


‘Option valuation models require that input of highly: subjective assumptions 
including the expected stock price volatility. The assumptions used in the 1996 valuation 
model were: risk free interest rate - 6.7%, expected life - 5 years and expected volatility - 
.396. The assumptions used in the 1997 valuation model were: risk free interest rate - 
5.7%, expected life - 5 years and expected volatility - .459. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 . 


5. Limited voting shares and stock options (Cont'd) 


Because the Company's stock options have characteristics significantly. different 
from those of traded options, and because changes in the subjective input assumptions 
can materially affect the fair value estimate, in management's opinion, the existing models 
do not necessarily provide a reliable Suge measure of the fair value of its stor DpIOns: 


For the purpose of pro forma disclosures, the estimated fair value of the stock 
options is expensed in the year of grant since the options are immediately exercisable. 
The Company’s pro forma information follows: fnedrnede 


Amount Per Share 
Net loss as reported - December 31, 1996 $(1,461,283) SCP 
Stock option expense 49.373 esis 
Pro forma net loss — December 31, 1996 $(1,510,656) Siete 
Net loss as reported - December 31, 1997 $(1,757,664) hs $@t2)s 
Stock option expense 225,400 (.02) 


Pro forma net loss — December 31, 1997 $(1,983,064) 14 
6. Income taxes 


Income taxes vary from the amounts that would be computed by applying the 
Canadian federal and provincial.income tax rates as follows: 
1997 1996 1995 
44.84% 44.84% 44.84% 


Provision for income taxes based on combined 
basic Canadian federal and provincial i income tax $(788,137)  $(655,239) $(520,935) 


Nondeductible crown charges 154,463 ; 61,599" ~*~ = 60\354 
Resource allowance 232,922 ingpac u's 
Other : 21,106 478 948 
Nontaxable portion of capital gain (20,743) - - 
Unrealized tax loss 400,389 593,162 459,633 
Actual provision for income taxes $ = $ - $ > 


At December 31, 1997, the Company had net operating losses for income tax 
purposes of approximately $3,821,000 which are available to be carried forward to future 
periods. These losses expire in the following years: 1998 - $563,000, 1999 - $194,000, 
2000 - $294,000, 2001 - $545,000, 2002 - $569,000, 2003 - $1,077,000 and 2004 - 
$579,000. | 


At December 31, 1997, the following oil and gas tax deductions are available to 
reduce future taxable income, subject to a final determination by taxation authorities. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


6. Income taxes (Cont’d 

Canada _. a . 

Drilling, exploration and lease acquisition costs $12,932,000 
Earned depletion | 1,975,000 
Undepreciated capital costs 2,172,000 
Cumulative eligible capital losses 407,000 
Share issue costs 274,000 
United States - | 

Exploration and lease acquisition costs $610,000 


The tax benefits attributable to the above accumulated expenditures will not be 
reflected in the consolidated financial statements until such benefits are JHE 


Under U.S. GAAP, the provisions for income taxes would have differed for the 
reasons set out below: 


~~ In February 1992. the United States Financial Accounting Standards Board issued 
Statement No. 109,. "Accounting for Income Taxes", effective for fiscal years beginning 
after December 15, 1993. Under U.S. GAAP, the Company would have been required to 
adopt Statement No. 109 commencing July 1, 1993. 


Under Statement No. 109, the liability method is used in accounting for income 
taxes.. Under this. method, deferred tax assets and liabilities are determined based on 
differences between financial reporting and tax bases of assets. and liabilities,and are 
measured using the enacted tax rates and laws that will be in effect when the differences 
are expected to reverse. Under Canadian GAAP and previously under U.S. GAAP, 
income tax expense is determined using the deferral method. Deferred tax expense is 
based _on items of income and expense that are reported in different. years in the financial 
statements. and tax returns and are measured at.the tax rate in effect in the year the 
differences originated. ! 


...-.The following. schedule summarized the Company's. income tax. expense and 
deferred tax liability under U.S. GAAP. If Statement No. 109 was adopted, the Company 
would, have had a deferred tax .asset which primarily represents the excess of available 
resource deductions for income tax purposes over the recorded value of oil and gas 
properties together with operating and capital income tax loss carryforwards. These 
amounts are expected to be recovered from the production of current oil and gas 
reserves when the Kotaneelee litigation expenditures have ended. As certain of the 
resource deductions are restricted and the operating loss carryforwards are subject to 
expiration, there is considerable risk that certain of these deductions will not be utilized. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


6. Income taxes (Cont’d 
Accordingly, the Company would have established a valuation allowance to recognize 
this uncertainty.. Income taxes computed in accordance with U.S. GAAP, would have 


resulted. in a credit to the provision of taxes. 


1997 1996 ‘31996 


Deferred tax asset $3,663,793 $3,233,506 $2,351,550 
Valuation reserve (23733'695) (2,473,526) (1,816,792) 
Net deferred tax asset $_ 930,138 $759,980 $534,758 
Deferred tax recovery $ 170,158 » 220222 $160,980 


Net loss under U.S. GAAP, in total, and per share based on average number of 
shares outstanding during the periods shown is as follows: 


1997 1996 1995 
Net loss under Canadian GAAP before income taxes $(1,757,664) $(1,461,283) $(1,161,763) 
Income tax adjustment FSF 9 225,222.. 4. 460,980 
Net loss under U.S. GAAP $(1;587,506) $(1,236,061). $(1,000,783) 
Per Share Basis: 
Net loss under Canadian GAAP before income taxes .— $(.12) $(.11) $(.09) 
Income tax adjustment 220K ay) nes OTew 
Net loss under U.S. GAAP $(.11) $(.09) $(.08) 


The deficit under U.S. GAAP would have been meagre: and $18,624,820 at 
December 31, 1997 and 1996, Kats ptciie ORF) 34 


O06 


7. Line of credit 


The Company has a line of credit with a Canadian chartered bank which provides 
for a loan of $500,000. The line of credit provides for a $125,000 operating loan and 
$375,000 for letters of credit as part of the directors’ indemnification agreements. The 
interest rate on borrowing is at %4% above the bank's prime lending rate. The line of credit 
is subject to annual review and is secured by a general assignment of accounts 
receivable and an undertaking to provide security in the form of assignment of future 
working interest proceeds. No drawings were made under this line during 1997 or 1996. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


8. Litigation 


The Company, which has a 30% interest in the Kotaneelee gas field, believes 
that the working interest owners in the field have not adequately pursued the attainment 
of contracts for the sale of Kotaneelee gas. In October 1989 and in March 1990, the 
Company filed statements of claim in the Court of Queens Bench of Alberta, Judicial 
District of Calgary, Canada, against the working interest partners in the Kotaneelee gas 
field. The named defendants were Amoco Canada Petroleum Corporation, Ltd., Dome 
Petroleum Limited (now Amoco Canada Resources Ltd.), and Amoco Production 
Company (collectively the "Amoco Dome Group"), Columbia Gas Development. of 
Canada Ltd. ("Columbia"), Mobil Oil Canada Ltd. ("Mobil") and Esso Resource. of 
Canada Ltd. ("Esso") (collectively the "Defendants". 


The Company claims that the Defendants breached either a contract obligation 
or a fiduciary duty owed to the Company to market gas from the Kotaneelee gas field 
when it was possible to so do. The Company asserts that marketing the Kotaneelee 
gas was possible in 1984 and that the Defendants deliberately failed to do so. The 
Company seeks money damages and the forfeiture of the Kotaneelee gas field. The 
Company expects to argue at trial that the money damages sustained by the Company 
are at least $86 million. 


In. addition, the Company has claimed that the Company's carried interest 
account should be reduced because of the negligent operation of the field and improper 
charges to the carried interest account by the Defendants. The Company claims that 
when the Defendants in 1980 suspended production from the field's gas wells, they 
failed to take precautionary measures necessary to protect and maintain the wells in 
good operating condition.. The wells thereafter deteriorated, which caused unnecessary 
expenditures to be incurred, including expenditures to redrill one well. In addition, the 
Company claims that expenditures made to repair and rebuild the field’s dehydration 
plant should not have been necessary had the facilities been properly constructed and 
maintained by the Defendants. The expenditures, the Company claims, were 
inappropriately charged to the field's carried interest account. The effect of an 
increased carried interest account is to extend the period before payout begins,to the 
carried interest account owners. 


The Company claims that production from the field should have commenced in 
1984. At that time the field’s carried interest account was approximately $63 million. 
The. Company claims that by 1993 at least $34 million of unnecessary expenses. had 
been wrongfully charged to the carried interest account. The Company’s 30% share of 
these expenses would be approximately $10.2 million. The Company further claims 
that if production had commenced in 1984, the carried interest account would have 
been paid off in approximately two years and the Company would have begun to 
receive revenues from the field in 1986. At present, the Company does not expect to 
receive revenues before the year 2000, based on a price of Cdn. $1.39 per mcf and 
current production rates. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 © 


8. Litigation (Cont'd) 


Columbia has filed a counterclaim against the Company seeking, if the Company 
is successful in its claim for the forfeiture of the field, repayment from the Company of 
all sums Columbia has expended on the Kotaneelee lands before the Company is 
entitled to its interest. 


The parties to the litigation have conducted extensive discovery since the filing of 
the claims. The trial began on September 3, 1996 and is ongoing. Based upon 
recently discovered evidence, the Company has petitioned the court for leave to amend 
its complaint to add a claim that the Defendants failed to develop the field in a timely 
manner. The Company is unable to estimate the time necessary to conclude the 
litigation. 


Matters Ancillary to Kotaneelee Litigation 


In its 1989 statement of claim, the Company sought a declaratory judgment 
regarding two issues: 


(1) | whether interest accrued on the carried interest account; and 


(2) | whether expenditures for gathering lines and dehydration equipment are 
expenditures chargeable to the carried interest account or whether the 
‘Company will be assessed a processing fee on gas throughput. 


With respect to the first issue, the Company maintains that no interest should 
accrue on the account and the Defendants have not contested this position. With 
regard to the second ‘issue, the Company maintains that the expenditures are 
chargeable to the carried interest account. Mobil, Esso and Columbia have essentially 
agreed to the Company's position while the Amoco Dome Group continues to contest 
this issue. 


On January 22, 1996, the Company settled two claims outstanding against the 
Company in the Court of Queens Bench, Calgary, Alberta, which related to a suit 
brought against AlliedSignal Inc. (“AlliedSignal”) in Florida which was dismissed on the 
basis that Canada was the appropriate forum for the litigation. AlliedSignal had sought 
additional relief against the Company in Canada to preclude other types of suits by the 
Company and to recover the costs of the defense of the initial action. The settlement 
bars AlliedSignal from making a claim against the Company for any costs in connection 
with the Kotaneelee Litigation. The Company agreed-not to bring any action against 
AlliedSignal in connection with the Kotaneelee gas field. Neither party made any 
monetary payment to the other party. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31, 1997 


8. Litigation (Cont'd 


In. 1991, Anderson Exploration Ltd. acquired all of the shares in Columbia and 
changed its name to Anderson Oil & Gas Inc. (“Anderson”). Anderson is now the sole 
operator of the field and is a direct defendant in the Canadian lawsuit. Columbia's 
previous parent, The Columbia Gas System, Inc., which was reorganized in a 
bankruptcy proceeding in the United States, is contractually liable to est gien in the 
legal proceeding described above. 


The working interest owners have reported that they have been <selling 
Kotaneelee gas since February 1991. 


Under Canadian law certain costs (known as “taxable costs”) of the litigation. may 
be assessed against the nonprevailing party. Taxable costs consist primarily of 
attorney’s and expert witness fees during trial. The trial is presently scheduled to last 
twelve months, therefore, taxable costs could be substantial. While taxable costs are 
not now determinable, the Company estimates that taxable costs, assuming a twelve 
month ‘trial, could be approximately $1.5 million. However, a judge in complex and 
lengthy trials has the discretion to increase an award of taxable costs. There are no 
assurances however, that taxable costs will not exceed this amount or that the duration 
of the trial will not exceed twelve months. The actual trial time through March 1998 is 
approximately 5 months. During 1997, the Company was assessed approximately 
$110,000 in taxable costs payable to the Defendants in connection with the Company’s 
motion to disqualify Amoco’s legal counsel which was denied. The amount is included 
in 1997 legal expenses. 


There is no assurance whatever that the Company will be successful on the 
merits of its claims, which have been vigorously defended by the Defendants. There is 
also no assurance that the Company will be awarded any damages, or that, if damages 
are awarded, the Court will apply the measure of damages the Company claims should 
be applied. 


9. __ Related party transactions 


Fees paid or accrued for legal services rendered to the Company by Reasoner, 
Davis & Fox, (of which firm Mr. C. Dean Reasoner, a director. of the Company until 
March 11, 1997, is a partner,) were U.S. $111,000 and $133,000 for the years 1996 and 
1995, respectively. 


In. 1991, the Company granted interests to certain of its officers, employees, 
directors, counsel and consultants amounting to an aggregate of 7.8% of any and all 
benefits to the Company after expenses from the litigation in Canada relating to the 
Kotaneelee gas field. The Company has reserved a 2.2% interest in such net benefits for 
possible future grants to persons who may include officers and directors of the Company. 
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CANADA SOUTHERN PETROLEUM LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in Canadian dollars) 

December 31,1997 | 


9. Related party transactions (Cont’d 


Messrs. Heath and Reasoner have royalty interests in certain of the Company’s oil 
and gas properties, (present and past) which were received directly or indirectly through 
the Company. The Company and third-party operators and/or owners of properties made 
payments pursuant to these royalties for the benefit of Mr. Reasoner were U.S. $5,342 
and $6,159 in 1996 and 1995, and for Mr. Heath U.S. $11,158, $10,844 and $12, 777 in 
1997, 1996 and 1995, respectively. 


10. Other financial information 


Accrued liabilities 


1997 _ 1996 
Accrued liabilities due to working 
interest partners $ - $ 12,050 
Accrued accounting and legal expenses 137,650 52,793 
Accrued royalties 139,645 116,415 
Other 420 846 
S201,115 ~ $182,104 


1997 1996 1995 


Royalty payments (1) $366,661 $147,572 $150,224 — 
Interest payments (2) $ 6650 $ 7,099. $ 10,000: » 


Large corporation tax payments $27,388 $2,741 $ »4,527 


(1) Oil and gas sales are reported net of royalties paid. 
(2) Bank line of credit charges. 


TT Other commitments 


During March 1998, the Company agreed to participate with two other companies 
in a heavy oil recovery project in California. The field is estimated to have approximately 
12 million barrels of oil in place with only 13% of the oil recovered to date. The initial 
purchase price for a 90% (75% APO) interest in the project is $200,000 (Company share 
30% - $60,000). There is also a commitment to spend $600,000 to perform remedial 
work on the field and to complete a pilot stream flood program during the first year of the 
project (Company share $180,000). If the total amount of expenditures is less than 
$600,000, the participants’ interests will be reduced proportionately to an amount which is 
not less than 10% (Company share — 3%). 
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CANADA SOUTHERN PETROLEUM LTD. 
SUPPLEMENTARY INFORMATION ON OIL AND GAS ACTIVITIES 
(unaudited) 


The following information includes estimates which are subject to rapid and 
unanticipated change. Therefore, these estimates may not accurately reflect future net 
income to the Company. 


All amounts below except for costs, acreage, wells drilled and present activities 
relate to Canada. Oil and gas reserve data and the information relating to cash flows 
were provided by Paddock Lindstrom & Associates Ltd., independent consultants. 


Estimated net quantities of proved oil and gas reserves: 


Oil Gas 
(bbls) (bcf) 
Proved reserves: | 
December 31, 1994 | 473,600 32:05/, 
Revisions of previous estimates (157,908) 1) 5)9 39) 
Production* (30,892) ne i 
December 31,1995 284,800 33.205 
Revisions of previous estimates 178,448 (2.655) 
Production* (37,448) (1.519) 
December 31, 1996 425,800 29.031 
Revisions of previous estimates 179,333 (3.802) 
Production* é (71,333) (.838) 
December 31, 1997 533,800 24.391 
Proved developed reserves: 
December 31, 1994 473,600 32.957 
December 31, 1995 284,800 33.205 
December 31, 1996 358,400 28.265 
December 31, 1997 508,200 24.391 


* Production data includes oil and gas sales and the 
proceeds from the carried interest properties. 
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Results of oil and gas operations: 


1997 
Income: 
Oil and gas sales $1,644,222 
Proceeds under carried 
interest agreements 475,697 
2,119,919 
Costs and expenses: 
Production costs 799,372 
Depletion depreciation, and PEL 
amortization 623,600 
Provision for future site 
restoration costs 24500... 1 
Income tax expense - 
1,444 472 
Net income from operations $ 675,447 
Costs of oil and gas activities: 
1997 
Acquisition costs $ 399,000 
Exploration 546,000 
Development 2,313,000 


1996 1995 


$1,163,644 $ 922,594 
590,935 734,066 
1,754,579 1,656,660 
476,562 503,648 
654,982 499,630 
24,600. ... 16,800... 
1,156,144 1,020,078 
$ 598,453 $ 636,582 
1996 1995 
$484,000 $ 49,000 
146,000 92,000 
866,000 243,000 


Standardized measure of discounted future net cash flows relating to proved oil 
and gas reserve quantities during the following period (in thousands of dollars): — 


1997 

Future cash inflows $46,435 
Future development and 

production costs (22,517) 

23,918 

Future income tax expense* (1,573) 
Future net cash flows 22,345 
10% annual discount (7,836) 
Standardized measure of discounted 

future net cash flows $ 14,509 


1996 1995 » 


$ 49,410 $ 48,298 
(20,813) (18,473) 
28,597 29.825 
(2,931) (4,218) 
25,666 25,607 
(9,691) (10,679) 
$ 15,975 $ 14,928 


* Reflects tax benefit for the years 1997, 1996 and 1995, from carryforward of exploration, development and 
lease acquisition costs, undepreciated capital costs and book earned depletion of $18,065,000, $17,032,000 


and $13,679,000. 


Current prices used in the foregoing estimates were based upon selling prices at 
the wellhead in the last month of each fiscal period. Current costs were based upon 
estimates made by consulting engineers at the end of each year. 
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of dollars): 


Year ended December 31, 


1997 1996 1995 

Changes due to: 
Prices and production costs $ (579) $ 3,248 $ (88) 
Future development costs (2,350) (1,049) 83 
Sales netof production. costs _ | (i202) (1,330) (1,428) 
Development costs incurred | 

during the year / sp Wo) 866 243 
Net change due to extensions, 

discoveries and improved recovery 1,692 . 1,458 - 
Revisions of quantity estimates (3,642) » (4,229) (3,404) 
Accretion of discount 1,723 1,660 1,927 
Net change in income taxes 939 423 | 1,078 
Net change $(1,466) $ 1,047 $(1,589) 
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Item 9. Changes in and Disagreements with Accountants on 
Accounting and Financial Disclosure 


None. 
PART Ill 


For information concerning Item 10 - Directors and Executive Officers of the 
Company, Item 11 - Executive Compensation, Item 12 - Security Ownership. of Certain 
Beneficial Owners and Management and Item 13 - Certain Relationships. and Related 
Transactions, see the Proxy Statement of Canada Southern Petroleum Ltd. relative to the 
Annual Meeting of Shareholders for the fiscal year ended December 31,,1997, which will 
be filed with the Securities:and Exchange Commission, which information is, incorporated 
herein by reference. For information concerning Item 10 - Executive Officers of the 
Company, see Part I. c Bro J 
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PART IV 
Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K 
(a) (1). »- Financial Statements 


The financial statements listed below and included under Item 8, above are 
filed as part of this report. 


Page Reference 


Report of Independent Auditors 35 
Consolidated balance sheets at December 31, 1997 and 1996 36 
For the years ended December 31, 1997, 1996 and 1995: 

Consolidated statements of operations and deficit Oo 

Consolidated statements of cash flows 38 
Consolidated statements of Limited Voting Shares and Contributed 

Surplus for the three years ended December 31, 1997, 520° | 39 

Notes to consolidated financial statements 40-52 
pee mentary mnfonation on a and gas activities (unaudited): ae) 


(2) Consolidated Financial Statement Schedules 
Allschedules have been dmifteebs since the required information is not 
present or not present in amounts sufficient to require submission of the schedule, or 
because the information required is nGueed in | the consolidated financial statements or 
the notes therigton 
(3) Exhibits 
The following exhibits are filed as part of this report: 
Item Number 
2. Plan of acquisition, arrangement, liquidation or succession 


None 
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Articles of Incorporation and By-Laws 


Memorandum of Association as amended on June 30, 1982, 
May 14, 1985 and April 7, 1988 and By-laws, as amended, filed as 
Exhibit 3 to Registration Statement No. 33-99052 as filed on 
November 7, 1995. 


Instruments defining the rights of security holders, 
including indentures 


None. 


Voting trust agreement 


None. 
Material contracts 


(a) Agreements relating to Kotaneelee. 

(1.) Copy of Agreement dated May 28, 1959 between the 
Company et al. and Home Oil Company Limited et al. and Signal Oil 
and Gas Company filed as Exhibit 10(a)(1) to Registration Statement 
No. 33-99052:as filed on November 7,.1995 is incorporated herein 
by reference: 


(2) feiss of naa Documents to May 28); 1959 
Agreement (see (1) above), dated June 24, 1959, consisting of 
Guarantee by Home Oil Company Limited and Pipeline Promotion 
Agreement, filed as Exhibit 10(a)(2) to Registration Statement No. 
33-99052, as filed on November 7, 1995 is incorporated herein by 
reference. 


(3.) Copy of Modification to Agreement dated May 28, 1959 (see 
(1) above), made as of January 31, 1961, filed as Exhibit 10(a)(3) to 
Registration Statement No. 33- 99052 as filed on November 7, 1995 
is incorporated herein by reference. 


(4.) Copy of Agreement dated April 1, 1966 among the Company 
et al. and Dome Petroleum Limited et al. filed as Exhibit 10(a)(4) to 
Registration Statement No. 33-99052 as filed on November 7, 1995 
is incorporated herein by reference. 
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(5.) Copy of Letter Agreement dated February 1, 1977 between the 
Company and Columbia Gas’ Development of Canada, Ltd. for 
operation of the Kotaneelee gas field filed as Exhibit 10(a) to 
Registration Statement No. 33-99052 as filed on November 7, 1995 
is incorporated herein by reference. 


(b) Copy of Agreement. dated January 28, 1972 between the 
Company and Panarctic Oils Ltd. for development of the offshore 
Arctic Islands gas fields filed as Exhibit 10(b) to Registration 
Statement No. 33-99052 as filed on November 7, 1995 is 
incorporated herein by reference. 


(c) Stock Option Plan adopted December 9, 1992 filed as Exhibit 
10(g) to Report on Form 10-K for the fiscal year ended June 30, 
1993 is incorporated herein by reference. 


Statement re computation of per share earnings 


Not applicable. 


: 


Statement re computation of ratios 


None. 


Annual report to security holders 


Not applicable. 
Letter re change in certifying accountant 


‘Not applicable. 


Letter re change in accounting principles 


None. 


Previously unfiled documents 
None. 


Gat cidianios of the Company 


Canpet Inc. incorporated in Delaware on August 3, 1973. 
C. S. Petroleum Limited incorporated in Nova Scotia on 
December 15, 1981. 
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22. 


23) 


24. 


ae 


28. 


oS) 


(a) 


Published report regarding matters submitted to vote of 
security holders 


None. 


Consents of experts and counsel 


(a) Paddock Lindstrom & Associates, Ltd. filed herein. 
(b) Ernst & Young filed herein. 


Power of attorney 


Not applicable. 
Financial Data Schedule 


Filed herein. 


Information from reports furnished to state insurance regulatory 
authorities 


Not applicable. 
Additional exhibits 


Complaint of Allied-Signal Inc. in its action against Dome Petroleum 
Limited, Amoco Production Company, and Amoco Canada 
Petroleum Company Ltd. filed September 2, 1988 in the Court of 
Queens Bench of Alberta, Judicial District of Calgary, Canada, filed 
as Exhibit 99(a) to. Registration Statement No. 33-99052 as filed on 
November 7, 1995 is incorporated herein by reference. 


Answer and Counterclaim of Dome Petroleum Limited, Amoco 
Production Company, and Amoco Canada Petroleum Company Ltd. 
filed September 21, 1988 in the Court of Queen's Bench of Alberta, 
Judicial District of Calgary, Canada, which answers the Allied-Signal 
complaint in (b) above and which names the Company and others as 
counterclaim defendants, filed as Exhibit 99(b) to Registration 
Statement No. 33-99052 as filed on November 7, 1995 is 
incorporated herein by-reference. 
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(e) 


(f) 


(9) 


(h) 


Statement of Claim filed on October 27, 1989 against Columbia Gas 


~ Development of Canada Ltd., Amoco Production Company, Dome 
‘Petroleum Limited, Amoco Canada Petroleum Company Ltd., Mobil 


Oil Canada Ltd. and Esso Resources of Canada Ltd. in the Court of 
Queen's Bench of Alberta Judicial District of Calgary, Alberta, 
Canada filed as Exhibit 99(c) to Registration Statement No. 33- 
99052 as filed on November 7, 1995 is incorporated herein by 
reference. | | 


Amended Statement of Claim, amending the October 27, 1989 
Statement of Claim, filed on March 12, 1990 and filed as Exhibit 
99(d) to Registration Statement No. 33-99052 as filed on 
November 7, 1995 is incorporated herein by reference. 


Amended Statement of Claim in the same action, filed on 
November 17, 1993, filed as Exhibit 28(ii) to Form 8-K dated 
November 17, 1993 is incorporated herein by reference. 


Amended Statement of Third Party Notice by Amoco Canada 
Production Company Ltd. and Amoco Production Company, filed 
November 17, 1993 in the same action, and filed as Exhibit 99(e). 


Amended Statement of Defense to Third Party Notice by Anderson 
Oil & Gas Inc. (formerly Columbia Gas Development of Canada Ltd.) 
filed January 27, 1994 in the same action, and filed as Exhibit 99(g) 
to Form 10-K dated for the period ended December 31, 1993, is 
incorporated herein by reference. 


Documents regarding settlement with AlliedSignal Inc. as Exhibits to 
Form 8-K as filed on January 30, 1996 are incorporated herein by 
reference. 


(1) | Covenant Not to Sue. 


(2) Discontinuance of Action. Action No. 8801-13549 Court of 
Queen’s Bench of Alberta Judicial District of Calgary. 


(3) Order. Action No. 8801-123549 Court of Queens Bench of 
Alberta Judicial District of Calgary. 


(4) Partial Discontinuance of Counterclaim. Action No. 8801- 


13549 Court of Queens Bench of Alberta Judicial District of 
Calgary. 
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(5) Notice of Discontinuance of Third Party Proceedings as 
Against Allied-Signal Inc. Action No. 9001-03466 Court of 
Queens Bench of Alberta Judicial District of Calgary. 


(b) Reports on Form 8-K 


On October 1, 1997, the Company filed a Current Report on Form 8-K to 
report that Mr. Charles J. Horne resigned as a director of the Company for primarily 
health reasons, and that Mr. Timothy L. Largay was elected a director. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 
1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned, 
thereunto duly authorized. 


CANADA SOUTHERN PETROLEUM LTD. 
(Registrant) 


Dated: March 27, 1998 By /s/ M. Anthony Ashton 
M. Anthony Ashton 


President and Chief Executive Officer 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been 
signed below by the following persons on behalf of the Registrant and in the capacities and on the 
dates indicated. 


By /s/ M. Anthony Ashton By /s/ Beverley A. Scobie 
/ _M. Anthony Ashton Beverley A. Scobie 
President and Director Treasurer and Chief Financial and 


Accounting Officer 


Dated: March 27, 1998 Dated: March 27, 1998 

By /s/ Benjamin W. Heath By /s/ Timothy L. Largay 
Benjamin W. Heath Timothy L. Largay 
Director Director 

Dated: March 27, 1998 Dated: March 27, 1998 

By /s/ Arthur B. O’Donnell By /s/ Eugene C. Pendery 
Arthur B. O’Donnell Eugene C. Pendery 
Director Director 

Dated: March 27, 1998 Dated: March 27, 1998 
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CANADA SOUTHERN PETROLEUM LTD. 
One Palliser Square, Suite 1410 
125 Ninth Avenue, S.E. 
Calgary, Alberta T2G OP6 


(403) 269-7741 
DIRECTORS OFFICERS 
M. A. Ashton M. Anthony Ashton 
President President 
Canada Southern Petroleum Ltd. 
Calgary, Alberta Beverley A. Scobie 
Treasurer 
Benjamin W. Heath 
President Kelly B. Johnson 
Coastal Caribbean Oils & Minerals, Ltd. Secretary 
Newport Beach, California 
TRANSFER AGENTS 
Timothy L. Largay 
Attorney American Stock Transfer & Trust Co. 
Murtha, Cullina, Richter and Pinney LLP 40 Wall Street, 46" Floor 
Hartford, Connecticut New York, New York 10005 
(800) 937-5449 
Eugene C. Pendery 
President The Montreal Trust Company 
Recycled Plastic Products, Inc. 600, 530-8"" Avenue, S.W. 
Denver, Colorado Calgary, Alberta T2P 3S8 
CANADA 
Arthur B. O’Donnell (403) 267-6555 
Consultant 
West Hartford, Connecticut 
CHARTERED ACCOUNTANTS 
Ernst & Young 


1300 Ernst & Young House 
707 Seventh Avenue, S.W. 
Calgary, Alberta T2P 3H6 
CANADA 


WEB SITE 
Financial results, corporate news and other company information are available on the Company's web site: 


http://www.cansopet.com 


All shareholder correspondence relating to stock ownership or address changes, lost stock 
certificates, and other such matters should be directed to the Company's Transfer Agents in Canada or in the 
United States, as shown above. Other inquiries may be directed to Canada Southern's Executive Offices in 
Calgary, or, if more convenient, to the Company, c/o G&O'D INC, 149 Durham Road, Oak Park-Unit 31, 


Madison, Connecticut 06443. Telephone: (203) 245-7664 
The ticker symbol used on the Toronto, Boston and Pacific Exchanges is CSW. 


The NASDAQ SmallCap Market uses the ticker symbol CSPLF. 


